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CHAPTER I 



INTRODUCTION 

i 



This volume is the outgrowth of a series of labor market 
studies conducted over the last six years. These studies reflect 
the variety of policy concerns of the 1960's — structural unemployment, 
technological change and automation, inflation, racial discrimination, 
and the employment and training of disadvantaged workers. These 
problems were initially approached with the traditional analytical 
tools of economic theory. But, in one way or another, each of 
the issues strained the conventional framework and required the 
introduction of a number of institutional or other ac[ hoc explanations. 
Reliance upon market imperfections or non-market institutions to 
explain deviations from the results predicted by conventional 
economic theory can be, at best, intellectually unappealing. At 
worst, it neglects, or even masks, variables which are significant 
for policy. In this volume, a number of these variables are identified 
and incorporated into a more, comprehensive approach to labor market 
analysis than that provided by the competitive labor market model. 
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I. The Internal Labor Market 

The central concept around which the manuscript is organized 
is that of the internal labor market, an administrative unit, such 
as a manufacturing plant, within which the pricing and allocation 
of labor 
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is governed by a set of administrative rules and procedures.'*' The 
internal market, governed by administrative rules, is to be dis- 
tinguished from the external labor market of conventional economic 
theory where pricing, allocating, and training decisions are governed 
directly by economic variables. These two markets are inter connected, 
however, and movement between them occurs at certain jobs classifi- 
cations which constitute ports of entry and exit to and from L.he in- 

2 

ternal labor market. The remainder of the jobs within the internal 
market are filled by the promotion or transfer of workers who have 
already gained entry to it. Consequently, these jobs are shielded 
from the direct influences of competitive forces in the external 
labor market. 

The rules governing internal labor allocation and pricing 
accord certain rights and privileges to the internal labor force 
which are not available to workers in the external labor market* 

The internal labor force, for example, has exclusive rights to jobs 
filled internally, and continuity of employment, even at entry ports, 
is protected from direct competition by workers in the external labor 
market. The phenomenon of internal labor markets is thus closely 
akin to the problems which other authors have identified as "indus- 
trial feudalism," "the balkanization of labor markets," and "property 
3 

rights" in a job. 

■*\John T. Dunlop, "Job Vacancy Measures and Economic Analysis," 

The Measurement and interpretation of Job Vacancies: A Conference 

Report. National Bureau of Economic Research (New York: Columbia 

University Press, 1966). 

o 

See Clark Kerr, "The Balkanization of Labor Markets," in E. 

Wig ht Bakke, et. al . , Labor Mobility and Economic Opportunity 
(Cambridge: Technology Press of MIT, 1954) „ pp. 92-110. 

o 

Arthur M. Ross, "Do We Have a New Industrial Feudalism?" 

O 

o • 
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The scope and structure of internal labor markets varies con- 
siderably among industries and occupations. The production and main- 
tenance units of a steel plant with their limited entry ports and 
lengthy promotion lines, the garment factory with many entry ports, 
the military services, and the exclusive hiring hall in the building 
trades each constitute a type of internal market. However, because 
the research upon which this volume is based focussed primarily upon 
blue collar employment in manufacturing, the concepts and applications 

presented have particular relevance for this sector. 

Enterprise Markets 

For blue collar workers in manufacturing, the internal market 
is generally synonomous with the establishment. While several dis- 
tinct types of internal labor market structures are found in manufac- 
turing establishments, the predominant pattern appears to be one in 
which production jobs are arranged in seniority districts or lines of 
progression. Entry job classifications tend to lie at the bottom of 
these lines and vacancies in other jobs are usually filled by the 
promotion of workers from the next lowest job classification in the 
line of progression. 

The criteria governing entry are faiirly responsive to external 
market conditions. Thus the plant’s "hiring standards" can vary with 
the level of unemployment, the wage rates offered by competitors, the 
characteristics of the local labor supply, and the like. In contrast, 
promotions to non -entry jobs and layoffs are generally governed by 
relatively fixed standards of seniority and ability. The particular 



American Economic Review, Vol. XLVII1, No. 5 (December 1958), pp. 914-15, 
and Frederick Meyers, Ownership of Jobs: A Comparative Study , Insti- 

tute of Industrial Relations, Monograph Series (Los Angeles: University 

of California, 1964) ,p. 11. i 
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standards, and especially the relative weight given to seniority 
relative to ability, vary from one plant to another. In any given 
plant they are subject to revision. But they do not change freely 
with external economic conditions or even in response to variations 
in the internal supply and demand for labor. 

Both the field research and the industrial relations literature 
indicate that internal markets are by no means limited to blue collar 
jobs or to manufacturing enterprises, but occur much more broadly in 
the economy. The parallel to blue collar, manufacturing markets is 
strongest for managerial employments, where jobs also tend to be 
organized in lines of progression. Managerial workers enter large 
corporations as trainees or lower level supervisors. From these 
classifications their internal career ladders stretch to plant manager 
or to a series of positions in the corporate management hierarchy. 

There are, however, significant contrasts between blue collar, 
manufacturing markets and those for managerial personnel. There is 
a tendency of managerial markets to span more than one establishment, 
frequently including all the plants of a corporation. Other contrasts 
include the stress placed upon ability in the rules governing promotions, 
often to the exclusion of seniority, and the provision of an implicit 
employment guarantee in many middle level management jobs. The lat- 
ter obviates the need for layoff procedures and reemployment rights 
which characterize blue collar jobs in manufacture. 

Internal markets for other white collar workers also tend to 
be structured in a vertical fashion with entry jobs and internal 
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promotion. They may follow either the blue-collar or t.he managerial 

variant. Markets for clerical workers and technicians tend to 

resemble the former, while markets for professionals resemble the latter 
Craf t Markets 

In" contra st to the predominant patterns of internal market 
structures found in manufacturing enterprises are those in the building 
trades, longshoring, and certain services. These tend to center 
around the local union, and the geographical and occupational juris- 
diction of the local union generally defines the boundaries of the 
market. The major problems of internal allocation are those of pre- 
paring apprentices or trainees to be journeymen and of moving groups 
of workers of roughly equal skill and rank among jobs of short duration 

The rules governing entry to the craft or occupational type of 
internal market are more rigid than those found in manufacturing 
establishments. Those governing internal allocation, however, may be 
more flexible. They tend to emphasize equality of employment experi- 
ence among the internal work force somewhat more than the seniority 
and ability considerations that are dominant in manufacturing. While 
these occupational internal labor markets predominate where the 
employment relationship is casual, elements of this pattern can even 
be found in some manufacturing industries, such as printing, where 
craft traditions are strong. 




1.6 



Because craft markets contain skills that are utilized in 
many work situations and because they do not generally contain jobs 
filled exclusively through internal promotion, it could be argued 
that they are more directly responsive to competitive forces than 
are enterprise markets. While the evidence presented in this 
volume is far from complete, this argument does not seem to be 
warranted . Within many occupational markets , the pricing and 
allocating of labor are the subjects of administrative rales, just 
as they are in enterprise markets. These rules create the 
distinction between the internal and the external labor force which 
is so important to the definition of an internal labor market. The 
administrative rules are, of course, different from those found in 
manufacturing and respond differently to economic variables. But 
it is not at all clear from the research that they respond any more 
readily to economic variables. This, as it will be suggested below, 
is the determining factor in establishing limits to the application 

of the construct. 

Competitive Markets 

Finally, it IS useful, when discussing internal labor markets, 

to have in mind some labor market in which the features of the 

4 

internal market are absent. In the United States there are some jobs 
- 

It is conceivable that no such market actually exists and that 
all jobs in the economy lie within the jurisdiction of some set of 
administrative rules governing the pricing, entry, and internal allocation 
of labor. It is also possible that industrial economies evolve in 
the direction of gradually eliminating jobs outside of internal labor 
markets. Forces tending to work in this direction are suggested in 
the next chapter. 

• i * 
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which are not contained within well-defined administrative units 
and for which the process of allocating and pricing occurs in a 
more or less competitive fashion. The market for migrant labor 
in California is the paradigm of such a competitive system, but 
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there are numerous other work situations, some requiring consider- 
able skill and others being unskilled, in which administrative rules 
are either absent or so flexible as to argue against the applicabil- 
ity of the internal labor market concept.^ - It is with such compe- 
titive, unstructured markets that the internal labor market should 
be contrasted. 

II . The Internal Labor Market as an Analytical Construct 

There is no doubt that internal labor markets, as evidenced 
by employment* situations governed by administrative work rules, are 
present throughout the economy. Hiring, promotion, and layoff rules 
which create the distinction between the internal and external labor 
forces and which govern internal allocation are spelled out in col- 
lective bargaining contracts and in management manuals. Similarly, 
both contracts and manuals contain administrative rules and proced- 
ures for the determination of the internal wage structure. 

But, the utility of the internal labor market as an analytical 
construct does not hinge upon the existence of administrative rules. 
It depends rather upon the rigidity of the rules which define the 
boundaries of internal markets and govern pricing and allocation 
within them. If these rules are not rigid, and respond freely to 
variations in economic conditions, their independent economic role 
will be minimal. Under such circumstances a preoccupation with such 
rules will only serve to obscure the operation of underlying economic 

^In particular, see supra, Ch. Ill, p. 1 , 



and Ch. VIII. 
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forces. If, however, the rules are rigid, they will interrupt or 
transform economic influences so as to cause the internal labor 
market to respond to dynamic economic events in a manner not readily 
predicted from conventional economic theory. 

Rigorous proof of the rigidity of the internal labor market in 
the face of economic forces would require (1) the specification of a 
set of economic variables which should, in principle, govern the pric- 
ing and allocation of labor and (2) a demonstration that the rules 
which actually govern pricing and allocation are inconsistent with this 
set of variables. To the extent that there is a coherent labor market 
theory against which an internal market theory must be tested, it is 
that derived from neoclassical economic theory. Unfortunately, the 
requisite measures of neoclassical economic variables are unavailable 
at the micro -economic level and the administrative rules which govern 
internal labor markets in practice cannot be defined with sufficient 
precision to permit quantitative testing of their compatability . As 
a result, the case for the internal labor market must rest on less 
satisfactory heuristic evidence.'*’ 

There are several factors which indicate a rigidity in the rules 
of the internal labor market. First, many of the rules governing in- 
ternal wage determination and allocation have survived over a con- 
siderable period of time. Longevity is not, of course, equivalent to 
rigidity since a flexible structure may remain unchanged simply be- 
cause the forces dictating its existence are constant. In many cases, 

’''For one recent attempt at quantitative testing of the internal 
labor market see Llad Phillips; An Analysis of the Dynamics of Labor 
Turnover in United States Industry , unpublished Ph.D. dissertation, 
Harvard University, 1969. 
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however, the period over which internal markets have survived is 

long enough to create a strong presumption of variation in the 

underlying economic and technical contexts. Internal markets in 

steel, for example, can be traced to the late nineteenth century. 

For certain typographical, railroad, and construction crafts, the 

7 

markets extend even further back in time. 

Second, a certain degree of rigidity in the rules governing 
the internal labor market can be inferred from the comments of both 
labor and management. Management is particularly vocal about the 
inefficiencies which the rules generate, and both unions and manage- 
ments frequently speak of particular rules as if they were not only 
undesirable but sometimes even beyond the control of the parties 
to renegotiate them. Such comments suggest that the rales are not 
consistent with the pricing and distribution of labor which would 
prevail in a competitive market. 

Third, the rigidity of the internal labor market appears to be 
connected to several phenomena at the work place --investment in 
enterprise — specific human capital, on-the-job training, and the 
role of labor as a fixed or quasi-fixed factor of production — which 

7 

See for example, Lloyd Ulman, The Rise of the National 
Trade Union (Cambridge, Massachusetts: Harvard University 

Press, 1966) 
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have recently begun to receive attention from economic theorists. 
These factors have b^en analyzed in a neo-classical framework yet 
their effect is to weaken the assumptions of the competitive 
model and to interfere with the competitive determination of 
factor prices. Thus they appear to be highly consistent with the 
postulates of the internal labor market model. 



8 

See Gary S. Becker, Human Capital: A Theoretical and 

Empirical Analysis, with Special Reference to Education (New York: 
Columbia University Press, 1964); Walter Y. Oi, "Labor as a 
Quasi-fixed Factor," The Journal of Political Economy, vol. LXX, 
no. 6 (December 1962), pp. 538-555. 
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Finally, there is a series of phenomena connected with the 

psychological behavior of work groups and the process by which 

customs are formed at the workplace which contribute to certain 

rigidities within the internal labor market. Through continuing 

interpersonal contacts with the internal labor market workers appear 

to develop interdependent utility functions, similar to those postu- 

g 

lated in the analysis of consumption and saving patterns. These 
interdependencies contribute to the formation of relatively fixed 
customs and traditions with respect to wage structures, promotion 
arrangements, and other work rules affecting groups of workers. 

Ill . The Internal Labor Market as a Policy Instrument 

The internal labor market appears to be a useful analyti- 
cal device around which to group a series of related precepts which 
are not comfortably incorporated into conventional models of the 
labor market. The contrast between the internal labor market and 
competitive, neoclassical economic theory suggested by the previous 
discussion, however, should not be overemphasized. Many of the 
rigidities which impede market forces in the short run are eventually 
overcome and there is probably a tendency for the economy to adjust 
Over time in a direction consistent with the predictions of competitive 
theory. Moreover, many of the short-term phenomena associated 



James S. Duesenberry; Income, Saving, and the Theory of Consumer 
Behavior (Cambridge: Harvard University Press, 1949). 
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with internal labor markets could perhaps be incorporated into a 
suitably modified neoclassical model. For example, even though 
monopolylike behavior is not necessarily characteristic of the 
internal labor market, the analysis of 
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such markets is conceptually akin to monopolistic or imperfect compe- 
tition and could be described in those terms. Nonetheless, such a 
presentation is not attempted here for two reasons. First, such an 
approach tends to be understood as a departure from some optimal set 
of arrangements and thereby tends to connote some inefficiency in the 
operation of the internal market. Many of the forces which encourage 
the formation of internal labor markets appear to be inescapable ele- 
ments of the market behavior from which neoclassical theory abstracts 
and it is not clear, in the context of these elements, that the internal 
labor market is either inefficient or suboptimal. 

Second, adherance to neoclassical' forms of analysis where possible 
can be .argued on the basis of its presumed generality. 



widespread and the circumstances under which they arise easily identi- 
fied, generality may be obtained only at the expense of relevance and 
applicability. It is in fact the generality of conventional theory 
which limits its utility for the analysis of the policy problems noted 



examination in this book provide further analytical justification for 
the concept. For example, the internal labor market plays a critical 
role in the recruitment and training of the labor force. Partly from 
necessity and partly from choice it has assumed many of the responsi- 
bilities for labor market information and labor force development 
assumed to be provided by separate systems in many traditional analyses. 
By internalizing such functions the internal labor market can select 



When, however, enterprise-specific phenomena are 



at the beginning of this Chapter. 



In this sensi 
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the policy problems under 
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from among a variety of wage and training options in acquiring an 
internal labor force. 

Decisions regarding technological change are also made within 
the internal labor market. Many aspects of the relationship between 
technological change, on the one hand, and the training and wage 
costs of the internal labor force, on the other, can best be under- 
stood at the micro level. Technological change, training, and re- 
cruitment all affect labor costs and the composition of employment. 
These factors also play a large role in the process of labor force 
adjustment to structural change. These adjustment mechanisms in 
turn affect unemployment and earnings, especially among the less 
educated and less skilled. 

Finally, custom, as a separate force in the internal labor 
market, has implications for manpower policy. Custom can provide 
beneficial stabilizing influences; or it can be a process for easing 
labor force adjustments; or it can be a serious impediment to achiev- 
ing efficiency or equal employment opportunity. The various effects 
of custom tend to be balanced in the aggregate, yet they are critical 
to many internal labor market operations. 

These problems are largely microeconomic, in contrast with the 
aggregate issues of employment, wage levels, and national income 
which preoccupied economic policy in the three decadeo preceding the 
1960 T s. The contrast suggests that the utility of the internal labor 
market as an analytical construct depends upon the level at which the 
analysis is conducted. For macroeconomic analysis, the administrative 
features of the internal labor market are treated, in effect, as 
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random events which cancel out in the aggregate. But what is trivial 
on a macro level can ^urn out to be central on the micro level, where 
an understanding of the underlying market machinery is essential. 

It is also possible that a recognition of the construct of the 
internal labor market will point to a new understanding of some of 
the unsolved macroeconomic problems o£ the postwar period. For example, 
it would seem to have particular relevance for understanding the role 
of the labor market in determining the trade-off between wage stabil- 
ity and full employment subsumed in the "Phillips Curve." Although 
the potential of the internal labor market for the understanding of 
aggregate economic problems is not fully explored in this volume, 
some applications are suggested by the analysis. 

IV. Research , . Methodology 

The concepts developed in this volume are derived primarily 
from a series of interviews with management and union officials in 
over seventy-five companies during the period from 1964 to 1969. 

As indicated above, most of the research was done with manufacturing 
companies, but interviews were also conducted in public and commercial 
enterprises and in construction and service industries. In most cases, 
managers from three areas --personnel, industrial engineering, and 
operations — were interviewed at both the corporate and the plant 
level. The interviews were open ended, the majority wer two to 
three hours in length with plant visits lasting one or two days. 

Because of the extensive nature of the interviews and the sensi- 
tivity of the areas of inquiry, considerable cooperation on the part 
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of managers and union officials was required. Personal contacts and 
cooperation took precedence over a scientific sampling procedure, 
but an attempt was made to select a heterogeneous group of plants. 

A variety of industries and labor markets were represented, but most 
of the establishments were, of medium or large size. 

These employer and union interviews have been supplemented by 
contacts with a variety of civil rights, poverty, and manpower agen- 
cies. These contacts provided frequent exposure to the disadvantaged 
labor force and were especially important for those sections of the 
book dealing with discrimination and low income labor markets. 

In addition to the interview materials, program and personnel 
data were occasionally collected. Some of this data is presented 
for illustrative purposes but, on the whole, it is too fragmented to 
support any generally valid conclusions. The results, even when 
statistically significant, suffer from problems of sampling and 
statistical design which require caution in their interpretation. 

V . The Plan of the Book 

In Part One of the book the theoretical concept of the internal 
labor market is developed. Some of the forces determining internal 
patterns of labor allocation, wage determination, and training, are 
also examined* In Part Two, these analytical materials are applied 
to a series of topics of concern to manpower policy: adjustments to 

labor market imbalances, technological change, discrimination, and 
the disadvantaged labor force. Conclusions for manpower policy are 
offered in the final chapter. 





Chapter II 



The Origins of the Internal Labor Market 

This chapter is devoted to an examination of those forces respon- 
sible for the existence of internal labor markets and for the determin- 
ation of the rules which govern within them. Internal labor markets 
appear to be generated by a series of factors not envisioned in conven- 
tional economic theory: (1) Skill specificity, (2) On-the-job training 

and (3) Customary law. These factors are defined and developed in the 
first section of the chapter. In the second section, these factors 
are combined with the economic forces recognized in conventional theory 
to develop an explanation of how internal market arise and evolve over 
time. The analysis of Section II abstracts from the behavior of mana- 
gerial and trade union organizations and from actual historical events. 
These institutional and historical complexities are introduced in sec- 
tions III and IV respectively. The final section of the chapter sum- 
marizes the discussion. 



I. The Major Factors Generating Internal Labor Markets 
1. Skill Specificity 

The terms Specific training 11 and "general training" have been 
made current in the vocabulary of modern economics by Gary Becker • In 
Becker 1 s terms, completely specific training is defined as "training 
that has no effect on the productivity of trainees that would be 
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useful in other firms."'*' "Completely general training increases the 

marginal productivity of trainees by exactly the same amount in the 

2 

firms providing the training as in other firms." 

In the present volume, specific and general are used in a some- 
what different sense. They are concepts which fundamentally relate to 
skill , and to the frequency with which various skills can be utilized 
within different internal labor markets. Completely specific skill 
is unique to a single job classification in a single enterprise; a 
completely general skill is requisite for every job in every enterprise. 
The terms "specific" and "general" may also be applied to training, as 
in Becker's usage. Training is more or less specific according to the 
type of skill which it provides. 

Skill specificity has two effects important in the generation of 
the internal labor market; 1) it increases the proportion of training 
costs borne by the employer, as opposed to the trainee, and 2) it in- 
creases the absolute level of such costs. As skills become more spe- 
cific, it becomes increasingly difficult for the worker to utilize 
elsewhere the enterprise -specific training he receives. This reduces 

the incentive for him to invest in such training while simultaneously 

3 

increasing the incentive for the employer to make the investment. 

1 ^??) S p. B f§ 1Cer> Huntan Ca Pi ta l (New York; Columbia University Press, 
2 Ibid . 

3 

These results can be stated formally as follows: employers and 

employees will invest in training so long as the expected return is 
greater than the expected cost. For the employee, the expected return 
is equal to the difference between the income on the job to which the 
investment permits him to aspire and his income in his current job 

i>6 
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Skill specificity tends to increase the absolute cost of training, 
regardless of who provides it, because the less prevalent a skill is 
in the labor market, the less frequently training for that skill is 
provided and economies of scale in training cannot be realized. ^ Both 
of these effects tend to encourage the employer to seek to reduce labor 
turnover . 

Training is not the only labor cost affected by skill specificity. 
Recruitment and screening costs are affected in much the same way. The 
reduction in turnover which skill specificity encourages increases the 
employer's willingness to accept these costs. Similarity, the absolute 
costs of recruitment and screening are reduced by economies of scale 
and standardization. Broad scale advertising campaigns and standardized 
testing procedures, for example, can be used to find and certify workers 
with skills which are in frequent demand, but these techniques are un- 
suitable for recruiting and screening workers with less common skills. 
These scale effects are further encouraged with specificity because it 
increases the amount of such activities in which individual employers 
engage . 



weighted by the probability that he will obtain the job to which he 
aspires . This probability is a decreasing function of specificity. 
The employer's expected return is equal to the difference in the pro- 
ductivity of the trained worker and the productivity of the untrained 
worker corrected for any differences in wage rates which result from 
the training and weighted by the probability that the worker will re- 
main on the job . This probability is also an increasing function of 
specificity. 

^The effect of training scale upon absolute training costs may, 
however, be diminished if the specific skills are widely utilized in 
the internal market of the employer providing the training. 
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Although, in the generation and operation of the internal labor 
market, it is the specificity of skills and training that is the key, 
it is ■ not always the focus of managerial decisions. Such decisions 
often center instead upon the lob or the technology , and the requisite 
skills appear to be derived incidentally from these decisions. Be- 
cause the job and the technology are so often the focal point of the 
decisions that determine skill, it is useful to define and apply the 
terms "specific" and "general" to these concepts as well. 



Job Specificity 

The specificity of a job, as that term is used here, is defined 
by its skill content. Jobs utilize a set of skills, and each of the 
skills in the set may be more or less specific. A completely specific 
job is one which utilizes only specific skills; a completely general 
job is one all of whose skills are general.'*' 



The reference of the term specificity to skill even when applied 
to a job, is important. It implies that a job could be unique to an 
enterprise, in the sense that the set of the skills which it utilized 
was not required elsewhere, and yet each skill in the set might be 
quite general. Such a job would not be enterprise specific. 

A second source of confusion surrounding the concept of job spe- 
cificity is derived from the instability in the content of jobs in most 
enterprises. As will be seen subsequently in the discussion of on-the- 
job training, the skills and duties associated with a given job vary 
systematically as part of the internal allocative process, and this, 
plus the wide variation among enterprises in jobs with similar titles, 
makes the concept of the job a difficult and elusive one to work with. 
The concept is, nonetheless, necessary for an understanding of some 
phenomena. An employer, for example, may be induced to finance the 
training of the general skills required by a job because he knows Jiat 
the specific training which the job also requires will minimize turn- 
over. 
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Almost every job involves some specific skills. Even the sim- 
plest custodial tasks are facilitated by familiarity with the physical 
environment specific to the work place in which they are performed. 

The apparently routine operation of standard machines can be impor- 
tantly aided by familiarity with a specific piece of operating equip- 
ment. Even mass produced machines each have individual operating char- 
acteristics which can markedly affect work performance. In some cases 
workers are able to anticipate trouble and diagnose its source by 
subtle changes in the sound or smell of the equipment^ 

Moreover, performance in some production and most man- 
agerial jobs involves a team element, and a critical skill is the abil- 
ity to operate effectively with the given members of the team. This 
ability is dependent upon the interaction of the personalities of the 
members, and the individual's work "skills" are specific in the sense 
that skills necessary to work on one team are never quite the same as 
those required on another.^ There are no true examples of a completely 
general skill. In an industrial economy, however, generally transfer- 
able skills are approximated by basic literacy, by the ability to com- 

2 

municate, and by a commitment to industrial work rules. 

The Specificity of Technology 

Closely related to job specificity is the specificity of a tech- 
nology, where technology refers to the entire set of tasks which comprise 

^Edith T. Penrose, The Theory of the Growth of the Firm (New York: 
Wiley, 1959) and Robin Marris, A Managerial Theory of Capitalism, 
(New York: Free Press of Glencoe, 1964). 

2 

See Clark Kerr, et. al. . Industrialism and Industrial Man , (Cambridge: 
Harvard University Press, 1960). 
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a work process. A technology, like, jobs, utilizes skills of varying 
degrees of specificity. Technology does not impart specificity to 
skills so much through the motions of the tasks which it requires as 
through the speed and accuracy with which they are executed. In most 
manufacturing enterprises, for example, speed and accuracy of work are 
considered the critical determinants of labor cost. Both are heavily 
dependent upon the peculiarities of particular pieces of equipment, 
the type of materials, the particular product, the length of produc- 
tion runs and the environment in which that product is being produced. 

This, for example, the production of a pair of shoes requires 
some skilled operators and some skilled equipment repairmen. Similar 
operating and repair skills are utilized in many labor markets, and it 
is generally possible to employ new hires as machine operators. But 
operators familiar with the idiosyncracies of the particular pieces 
of equipment can produce much faster and are also able to anticipate 
machine breakdown so as to minimize equipment downtime. Downtime is 
further reduced when the repair crew is also familiar with the partic- 
ular equipment so that the trouble can be quickly diagnosed and repaired. 
These kinds of skills are highly specific in character. 

In one way or another every piece of equipment is unique and 
every technology involves some skills which are specific in the above 
sepse. But specificity can rise above this irreducible minimum, and 
while its level is influenced by a number of variables beyond managerial 
control, discussion with managers and engineers suggest that they can 
exercise some discretionary control. 
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A general principle appears to govern many technologies: the 

greater the variety of tasks a machine is built to perform, the less 
efficient it tends to be in the performance of any one of them. Since 
production departments are under continued pressure to minimize costs, 
the operation of this principle results in the tendency for technology 
to become increasingly enterprise specific over time. Line supervision, 
and sometimes operatives and maintenance crews as well, are forever 
modifying equipment in order to improve its efficiency. Such changes 
accumulate quickly and can produce considerable movement toward spe- 
cificity. 

Countervailing pressure against specificity is generated by the 
savings in fixed capital costs and fixed labor costs associated with 
standardized equipment which can utilize widely available skills. 
Economies of scale in production generally makes such equipment cheaper 
than custom made machinery. The availability of standardized parts 
reduces repair and maintenance costs and the need for spare parts 
inventories. Standardized equipment also tends to reduce the cost of 
adjusting to changes in the composition of demand. 

Specific technologies are also less apt to be formally described 
in blue prints, operating instructions, or repair manuals. This occurs 
for several reasons. First, technologies often become specific through 
a long series of minor changes in initially standard equipment, each of 
which is too trivial to warrant recording. Second, many of the factors 
which make machinery and jobs idiosyncratic, such as the sounds and 
smells of equipment, are extremely difficult to describe formally. 
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Finally, there are fixed costs of developing and maintaining detailed 
written instructions and designs. If this investment cannot be spread 
over many pieces of equipment, it is less likely to be undertaken. 

When not formally recorded, the technology exists only in day-to-day 
operations and in the skills required tend to be the unique possession 
of the internal labor force. This in turn enhances further the impor- 
tance of the internal labor force as a stable and self-perpetuating 
body and thus fosters rigidity in the rules governing internal train- 
ing. 

2 . Qn- the- Job Training ^ 

The second factor critical in the development of internal labor 
markets is the process of on-the-job training. In the past, economists 
have tended to ignore this phenomenon altogether. Economic theory, 
when it has considered training at all, has assumed that it occurs in 
a formal educational institution which is implicitly treated as a part 
of a separate educational industry. There has been a recent upsurge of 
interest in on-the-job training, but analysts have viewed such training 
primarily as a shift in the locus of the educational process and in the 
distribution of training costs. * Very little attention has been paid 



Much of the material in this subsection appeared initially in Michael J. 
Piore, "On-the-job Training and Adjustment to Technological Change," 

The Journal of Human Resources , Vol. Ill, No. 4 (Winter 1968), p p . 435 - 
449 and Peter B. Doeringer and Michael J. Piore, "Labor Market 
Adjustment and Internal Training," Proceedings of the Eighteenth Annual 
Meeting , Industrial Relations Research Association, New York, 

December 1965, pp. 250-263. 



See for example, Richare S. Eckaus, "Economic Criteria for Education 
and Training," Review of Economics and Statistics , Vol.XLVI, May 1964, 
pp. 181-190; Kenneth J. Arrow, "The Economic Implications of Learning 
by Doing," The Review of Economic Studies , Vol. XXIX, June 19 62, 
pp. 155-173; Jacob Mincer, "On-the-job Training: Costs, R e turns, and 

v T mplications," Journal of Political Economy Supplement, Vol. LXX, No. 5 
FRIC art ^ ' October 1962 , pp. 50-79‘; :i Walter Y. Oi, 0 £. cit. 

32 
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to the training process and its effect upon the establishment in which 
it occurs. It is the process, however, which is important in under- 
standing internal labor markets and which is examined in this section. 

By far the largest proportion of blue collar job skills are acquired 
1 

on the job. Such training appears relatively less important for white 

collar professional and managerial jobs where formal education attainment 

2 

requirements tend to dwarf skills previously acquired on the job. But 
even for these positions, formal education is often used more as a 
screening device for selecting people with certain aptitudes and social 
backgrounds. On-the-job training then provides either the larger propor- 
tion of skills actually utilized in the performance of work or is a prc - 

3 

requisite for the successful utilization of formal education. 



See U.S. Department of Labor, "Formal Occupational Training of 
Adult Workers," Manpower/Automation Research Monograph No. 2, 
December 19 64, Table 11, pp. 43-45. See also U.S. Department of 
Health, Education, and Welfare, Office of Juvenile Delinquency and 
Youth Development," Getting Hired, Getting Trained (Washington: U.S. 

Government Printing Office, 1965); National Manpower Council, A Policy 
for Skilled Manpower (New York: Columbia University Press, 1954), 

pp. 208-233; and Department of Labour, Canada, Acquisition of Skills, 
Research Program on the Training of Skilled Manpower, Report 4 
(Ottawa: Queen's Printer and Controller of Stationery, 1960). 

George Strauss's study indicates that the training of construction 
craftsmen is often equally informal; see "Apprenticeship: An 

Evaluation of the Need" in Employment Policy and the Labor Market, 
Arthur M. Ross (ed.) (Berkeley: University of California Press, 1965). 

^ Ibid . 

3 

See Lester C. Thurow, "The Occupational Distribution of the Returns 
to Education and Experiences for Whites and Negores," in Federal 
Programs for the Development of the Human Resources. Papers submitted 
to the Subcommittee on Economic Progress of the Joint Economic 
Committee, U.S. Congress (Washington, D.C.: Government Printing 

Office, 1968), Vol. I, pp. 267-284. 
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For blue collar manufacturing jobs, the hallmark of on-the-job 
training is its informality. The process is variously described as 
"osmosis," ,f exposure, 11 "experience , " or "working one's way up through 
promotion." Very often, on-the-job training is not recognized as a 
distinct process at all; it is simply assumed that a worker who has 
"been around" for a while will know how to do certain things. For re- 
latively simple operating jobs, new workers are typically given a brief 
job demonstration. They then begin to produce on their own, receiving 
occasional help from foremen or neighboring operators. On more complex 
jobs, particularly those involving maintenance or repair, the novice may 
serve as an assistant to an experienced employee. In other cases, train- 
ing takes place along a promotion ladder in which work on the lower 
level jobs develops the skills required to learn the higher level, more 
complex skills. Workers may also learn other jobs by observing their 
neighbors and by practicing on, or "playing around with," equipment 
during lunch hours and other production breaks. Learning often occurs 
by observing neighboring workers without them being aware of what is 
going on. Sometimes even the trainee is not conscious of the learning 
process. Thus, even where the jobs within a department are not skill 
related, the ability to perform them is correlated with the length of 
time the worker has "been around." 

The informality of on-the-job training makes it difficult to 
identify the precise nature of the process, but the following elements 
appear to be involved. First, the training typically occurs in the 
process of production, partly through practice and partly through trial 
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and error. It is the production process that disciplines the learning 
process and provides indications of success and failure. Both monetary 
and psychological rewards and penalties stimulate the mastering of the 
production skills. 

Second, when instruction of one kind or another is required, it 
is usually provided by a supervisor, by the incumbent worker, or by 
workers on neighboring jobs. The experienced workman deliberately 
demonstrates new tasks to novice workers; a superior may delegate a 
portion of his tasks to a subordinate; or the subordinate may, after 
brief instruction, fill in for his superior during temporary absences. 
In all cases, the "instructor 1 ’ generally continues to discharge his 
productive responsibilities. The participants in the training process 
therefore assume dual roles: one in the production process, as super- 

visors or subordinates, the other in the learning process, as instruc- 
tors or students. 

Third, the very process of on-the-job training tends to blur the 
distinction between jobs. In many respects, on-the-job training might 
best be described as one of a rolling readjustment of tasks between 
experienced and inexperienced workmen. The experienced workman begins 
by assigning novices the simpler parts of the jobs which he originally 
performed. He then gradually assigns more complicated tasks connected 
with teaching and supervision. As the workman shifts more complex 
tasks to the trainee, he also reduces his supervisory and teaching 
efforts, and reabsorbs some of the simpler tasks to allow the trainee 
time to master the complex work. Somewhat the same thing occurs when 
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on-the-job training occurs through temporary assignments to the job of 
the experienced workman. The novice performs the routine aspects of 
the work and the more complex tasks are either performed by a superior 
or are postponed until the experienced man returns. 

In all of these cases, the formal distinction between one job 
classification and another is maintained. Work assignments are referred 
to as temporary or permanent and different wage rates are attached to 
the jobs. But the wage rates and the job definitions tend to be some- 
what arbitrary. They are artificial distinctions, imposed upon a situ- 
ation where one job merges into another and where the skills acquired 
and the tasks performed are continually changing in subtle ways. For 
example, screw machine operators may normally perform set-up and minor 
maintenance tasks on four or five machines. When a "green hand" is 
hired, the skilled operator may assume set-up and maintenance responsi- 
bilities for seven or eight machines. The trainee will observe the 
operation of these machines, and keep the tool bit clean and oiled. 
Gradually the trainee will absorb the more complex tasks and operate 
more machines until he is weaned from his reliance upon the experienced 
worker, except for an occasional problem. 

Sometimes training in manufacturing plants is described as "formal." 
But, in many cases, this involves little more than a systemization of 
informal procedures which leave the underlying nature of the training 
process unchanged. For example, vestibule training, which is usually 
called formal, often involves the development of a separate production 
facility where the slower pace of new workers does not interfere with 
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the operation of experienced personnel. Another example is maintenance 
apprenticeship programs occasionally offered in manufacturing plants. 
These programs are described as formal, but the classroom portion is 
secondary to training on the job. The formal dimension of the on-the- 
job training often involves little more than a systematic rotation of 
the trainee through enough job classifications to ensure exposure to 
the full complement of tasks which craftsmen are expected to perform. 
Similar managerial arrangements are utilized for training college gradu- 
ates entering large corporations and for medical interns. 

The prevalence of on-the-job training appears to be associated 
with several different factors. These factors, because they determine 
when on-the-job training occurs and also because they may influence 
other aspects of the work environment, are worthy of note. First, for 
certain jobs, there is no alternative to training on the job. These 
jobs exist only as work performed and cannot be duplicated in the class- 
room. Incumbent employees have difficulty describing or demonstrating 
the skills they possess, except in a production context. In some cases 
they also have a strong incentive to hide what they do from management 
who might use this knowledge to abstract greater output from them or 
to correct a loose incentive rate. Hence, managers find it impossible 
to develop a formal curriculum which might be taught in classrooms and 
must rely, by default, upon a teaching technique in which skills are 
directly transmitted from the job incumbent to his replacement. 

Because so much of the learning process is automatic, and because 
it relies upon the individuals curiosity about what goes on around him, 
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and his desire to master a job for its extrins ' and intrinsic rewards, 
it tends to seem "natural” in the eyes of both management and workers. 
Such training also seems costless and little attention is paid to the 
training process. Moreover, managers can often capitalize on the 
natural learning process by breaking technological processes into jobs, 
and arranging the physical proximity of workers so as to increase the 
amount of automatic learning which occurs. One example of this is the 
promotion unit: each job in the progression line develops skills re- 

quisite for the succeeding job and draws upon the skills required in 
the job below it. 

It should be emphasized, however, that no. all on-the-job training 
is in fact free. The process frequently involves material wastage, 
machine damage, reduction in product quality, and sacrifices in the 
productivity of both the trainee (whose attention is diverted from his 
current job to that of a neighbor or superior) and the instructor who 
becomes preoccupied with training and supervising his subordinates. 

These costs are difficult in practice to separate from the costs of 
production, but virtually all managers are aware that they exist . ^ 

Some of the resources absorbed by the training process, moreover, 
might otherwise be wasted. Such is the case when the novice learns by 
playing around with idle equipment during a production break, when scrap 
material is used to demonstrate a new technique, or when the instruction 

^The presence of such costs does not necessarily deter on-the-job 
training. Given the automatic character of the learning process, it may 
be impossible to prevent these costs. Where training alternatives exist, 
they may be even more costly to operate. 
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is provided during lulls in the production process when workers would 
otherwise be resting. Frequently the best learning situation coincides 
with the most efficient staffing arrangements. Subordinates, for in- 
stance, often learn by filling in during the temporary absence of their 
superiors. The subordinate might not perform the job as efficiently 
as the experienced workman, but the arrangement may still be less expen- 
sive than the alternative of having redundant experienced replacements 
available to substitute for skilled workers during unexpected absences. 

On-the-job training may be more economical than formal instruction 
in several other respects as well. Because on-the-job training is 
derived from the content of the job itself, it is confined to only those 
skills required for the job and involves no excess training. Since much 
of the training takes place through demonstration, rather than verbal 
communication, persons incapable of teaching in the classroom can serve 
as instructors. When the number of trainees required at any given time 
is small and the training period short, the economies of scale provided 
by classroom instruction cannot be obtained. The cost of on-the-job 
training is further reduced by the output produced by trainee which is 
unavailable when training is conducted outside the plant. 

Even when more costly, on-the-job training has certain advantages 
over classroom instruction. Instruction on the job is individual and 
is automatically tailored to the learning capabilities and peculiarities 
of each trainee. Moreover, the relevance of the instruction is immedi- 
ately apparent, which tends to make the trainee a more attentive student. 
Vestibule training, which is occasionally used for blue collar jobs in 
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manufacturing, represents a compromise between on-the-job training 
and formal classroom training. Such programs, only partly prepare 
a worker for job performance despite attempts to simulate work con- 
ditions . 

As should be apparent from the preceding analysis, on-the-job 
training is closely related to skill specificity. Specificity tends 
to promote on-the-job training by reducing the number of people learn- 
ing a particular skill at a given time. By precluding large scale, 
standardized training, formal instruction is discouraged. Moreover, 
to the extent that skill specificity leads to unrecorded knowledge, 
it necessitates the process of direct skill transmission from incumbent 
to successor in the process of production, the essence of on-the-job 
training. 

The relationship between skill specificity and on-the-job train- 
ing, however, runs in both directions. The narrowness of on-the-job 
training, which makes for training economies, makes the skills which 
it produces highly specific to the context in which they were acquired. 
Reliance upon on-the-job training also encourages the mutation of tech- 
nology in the direction of increasing specificity. Skills change over 
time as they are transferred from one worker to the next. Since in- 
struction does not depend upon formal records or the use of skill 
developed by formal classes, there is little incentive to maintain 
standard jobs. Operators and repair crews are allowed latitude to modify 
equipment on their own and innovations are frequently introduced on the 
plant floor by engineers and supervisors without written record. 
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3 . Custom 

Custom is the third of the major factors important to an under- 
standing of internal labor markets. Its role in economic activity has 
only occasionally been recognized by economists, most frequently in 
discussions of wage relationships. But it is generally used as a residual 
explanation, one which is used as a catch-all to account for events which 
cannot otherwise be explained.^* Economists have not attempted to define 

the concept of custom precisely or to explain when it is generated and 

2 

how it might be changed. 

Custom at the work place is an unwritten set of rules based largely 
upon past practice or precedent. These rules can govern any aspect of 
the work relationship from discipline to compensation. Work customs 
appear to be the outgrowtlV^thployment stability within internal labor 
markets. Such stability, it will be seen below, is of value to both 
the employer and the work force and one of the factors producing internal 



^See, for example, J. R. Hicks, The Theory of Wages (London: 

Macmillan and Co., 1963), especially pp. 316-319. J.S. Mill, Principles 
of Political Economy (New York: Longmans, Green, and Co., 1926), 

pp. 242-248 . More recent examples can be found in L.G. Reynolds, 

Labor Markets and Labor Relations (Englewood Cliffs: Prentice-Hall, 

1968), p. 509; and George W. Taylor and Frank C. Pierson, (eds.), 

New Concepts in Wage Determination, pp. 117-172. 

2 

Considerably more work has been done in this area by sociologists, 
legal historians and psychologists. This section draws heavily upon 
articles by Edwin Sapir and Charles S. Lambinger in The Encyclopedia of 
Soc+j ] Sciences (New York: MacMillan Co., 19 31), Vol. IV, pp. 658- 

667, and Marc Bloch, Feudal Society , L. A. Manyon (Trans.) (Chicago: 
University of Chicago Press, 1963). Vol. I, pp. 113-120. The 
connection between legal behavior and economic behavior is suggested 
by Justice Douglas in the Supreme Court's opinion in United Steelworkers 
of America vs. Warrior and Gulf Navigation Co. (363 U.S. 574 (I960)). 
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labor markets is the desire to effectuate stability. When employment 
is stable* the same workers come into regular and repeated contact with 
each other. The result of these contacts is the formation of social 
groups or communities within the internal labor market. Communities of 
this type--in a work place or any other social setting--tend to gener- 
ate a set of unwritten rules to govern the actions of their members and 
therealtionship between members and outsiders. Eventually, these rules 
assume an ethical, or quasi-ethical aura. Adherence to these rules 
tends to be viewed as a matter of right and wrong and the community acts 
to retaliate against behavior which is at variance with it* It is 
to such rules that the term "custom," as it is used in this volume, 
applies. The generation of custom in the internal labor market closely 
resembles the development of customary law in medieval Europe and both 
appear to be the product of the psychological behavior of groups.^* In- 
deed, the feudal manor, to whic medieval custom has reference, can be 
viewed as a self contained internal labor market. 

The existence of customary law at che work place is indicated by 

appear in , 

the "ethical" phrases which the language of industrial relations: 

"just cause for discharge," "equal pay for equal work," "a fair day T s 

pay for a fair day's work," and so forth. At each work place, the vague 

9 

terms "just," "fair," and "equal" are given meaning largely by past 
practice and precedent. Workers who violate the code are subject to 
discipline, either by supervision or by their co-workers. For example, 
fighting or drinking at the work place may result in a discharge or 
suspension by management; exceeding output norms which the internal work 

^See Bloch, cyg. cit . 
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force has determined as "fair 11 may result in verbal abuse by the work 
group, or in the extreme, being M sent to Coventry ' 1 or being subject to 
sabotage and physical harm. 

Customary law is of particular interest in the analysis of internal 
labor markets both because of the stabilizing influence which it imparts 
to the rules of the work place and because the rules governing the pric- 
ing and allocation of labor within the market are particularly subject 
to the influence of custom. Rules that are the subject of custom become 
constrained and less responsive to market forces, thereby explaining much 
of the apparent rigidity of internal wage and allocative structures. 

The central question posed by this phenomenon is how customary laws at 
the work place can continue to command allegiance in a context where in- 
stitutional survival is dependent upon economic success? 

The ultimate sanctions upon the operation of custom are indeed 
economic. For example, the willingness and ability of the internal 
labor force to punish management's violations of custom operate through 
economic pressure, the extreme form of which is the strike or sabotage. 
Short of such extreme action, however, a dissatisfied internal labor 
force can harass management in a variety of ways--reduced work pace, 
"misplaced" tools and materials, epidemics of minor equipment breakdowns, 
increase in defective outputs, and minor infractions of rules too small 
to punish individually.^ Such minor, unorganized economic harassment, 
for which it is impossible to pinpoint responsibility, is the form of 



^See, for example, Stanley B. Mathewson, Restriction of Output 
Among Unorganized Workers (New York: The Viking Press, 1931). 
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economic pressure which managers appear to fear most from violations 
of custom. Adherence to work customs may also have its costs. Where 
customs are in conflict with economic efficiency and fail to adjust so 
as to resolve this conflict, economic constraints begin to affect pro- 
fits, wages and employment. The ultimate sanction against custom is 
economic failure. 

Managerial adherence to work customs cannot be understood, however, 
in purely economic terms. 1 To a certain extent, management, especially 
lower level management, belongs to the work group and abides by custom 
for the same reasons that other group members do so: because it cannot 

conceive of alternatives, because alternatives that are conceivable are 
discomforting and seem wrong, or because it fears the sullen hostility 
of the work force and the social ostracism that it implies. Custom is 
thus a direct influence upon management decisions as well as a constraint. 

The most important factor in understanding the relationship between 
custom and economic efficiency, however, is not the pressures, social or 
economic, that the group generates in its behalf, but the character of 
custom itself. Here the operation of custom can best be illustrated by 
reference to medieval European society. Bloch, for example, emphasizes 
(1) the dependence of customary law upon past practice and (2) the fact 

o 

that customary law is essentially unwritten. Both characteristics he 
suggests give considerable flexibility to custom. 



Ijohn T. Dunlop, Industrial Relations Systems (New York: Henry 

Holt, 1958) . 

2 

Bloch, op. cit . , Vol. I, pp. 2-12. 
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Dependence upon "past practice" means that any procedure, if 
repeated, becomes customary. Hence, a new practice, even if it in- 
itially countervenes the customary procedure, will eventually supercede 
it if it is repeated sufficiently often. Dependence upon memory to 
recall practices which have not been recently applied also facilitates 
change. To quote Bloch, "The human memory... is a marvelous instrument 
of elimination and transformation. . .especially what we call the collec- 
tive memory."^ People remember past practice selectively, and individual 
recollections may conflict. Moreover, since even repetitive events 
differ slightly, the applicability of a given practice to a current 

event is usually ambiguous, or past practices having differing impli- 

2 

cations may seem equally relevant. 

This characterization of custom makes it an essentially passive 
phenomenon which tends to grow up around whatever exists. It implies 
that a work place begins essentially as a tabula rasa without work 
rules. Management, at least in non-union enterprises, is free to estab- 
lish whatever set of work rules are most conducive to economic efficiency. 
Once they are established, custom begins to form around them through the 
process of application. If underlying economic conditions are stable, 
no conflict between efficiency and custom will emerge, and custom will 
not be recognized as a separate force. It is only if the initial eco- 
nomic conditions change and the customary procedures become inefficient 
that conflict arises. 

1 Ibid . , Vol. I, p. 114. 

^ See Richard P. Me Laughlin, "Custom and Past Practice in Labor 
Arbitration," Arbitration Journal, vol. 18, no. 4, 1963, pp. 205-228. 
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In the face of such a conflict, management can attempt to shift 
the customary practice toward the efficient practice by relying upon 
the ambiguity of past practice. If the requisite ambiguity is not 
present, management might accept the cost of the inefficient practice 
as being less than the cost of change. Or, it might introduce the new 
practice, relying on the ability of repetition to establish new custom 
and hoping that any reaction by the labor force will be of short dura- 
tion. 

The description of work customs as an essentially passive out- 
growth of procedures initially determined purely by efficiency needs 
to be modified in one important respect. Certain customs are imported 
by the work group from the larger community in which 'it resides. They 
are sanctioned by outside social groupings, and workers who rise to 
their defense do so as members both of the narrow work group and of 
extended social groups outside the enterprise. Even in a new plant, 
management cannot violate widely held customs without encountering the 
pressure of worker dissatisfaction. Nor can it easily supplant them 
with new customs simply by repetition of an alternative. Indeed, some 
procedures, such as considering seniority in promotion and lay-off, 
can become so embedded in custom outside the plant that they are ex- 
ceedingly difficult to change. 

The tendency of individuals to form the types of social groups 
which generate these customary laws is rooted in certain basic prin- 
ciples of group and individual psychology that can only be briefly 
sketched here. What we have described as group custom appears to be 
the aggregate of habits common to the individuals comprising the group. 
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Habits are patterns of behavior which individuals develop through a con- 
ditioning or reinforcement process in which the behavioral pattern is 
repeatedly associated with a reward. The classic examples of condition- 
ing axe the Pavlovian experiments. 

The strength of a 

habit is defined as its ability to survive in the face of a destructive 
process in which the habit is not reinforced for long periods, or is even 
punished. Experimentation with animals indicates that habit strength is 
a function of the frequency and pattern of reinforcement and of the in- 
terval between reinforcements.^ 

Early experiments emphasized reinforcement derived from basic 
physical needs such as food and sex, and most psychologists believe 
that all habits are ultimately related to needs of the kind. But once 
a habit is established, it can, in turn, become a reinforcing experi- 
ence because it is symbolically associated with basic rewards. Such 
habits are called secondary reinforcers. They are divorced from primary 
needs and may generate further habits. It is secondary reinforcement 
that appears to be central to the development of custom. 

One of these secondary reinforcers is the habit of imitation. 
Individuals learn in early childhood that the imitation of those around 
them is rewarded. Since imitation constitutes a successful means of 

^See Ernest R. Hilgard and Donald G. Marquis, Conditioning and 
Learning , Second edition, revised by Gerald Kimble (New York: Appleton- 

Century-Crof ts , 1961), Century Psychology Series. 
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adaptation to the environment, it eventually becomes an independent 
mode of behavior. In ^ group situation, imitation clearly facili- 
tates the development of modes of behavior common to the members of 
the group. For many Individuals, the habit of accommodation to a 
group situation is in itself a secondary reinforcer. This leads them 
more or less automatically to accept the norms of the groups to which 
they become attached and encourages them to impose group norms upon 
others. Group habits therefore become reinforced by both the fre- 
quency of repetition and by the sense of reward which members experi- 
ence. 

The relation between custom and habit implies that it is possible 
to apply learning theory to identify a set of variables which determine 
the ability of a custom to persevere in the face of contrary economic 
pressures. Among these variables is the number of times which the 
practice has been repeated and the interval between repetitions. Also 
included would be a series of variables governing the effectiveness of 
secondary reinforcement mechanisms. Homogeneity in the work group tends 
to facilitate the development of custom, since a diverse group will offer 
many competing habits for its members to imitate. Similarly, the sta- 
bility of the group will facilitate the development of custom, as new 
members will tend to dilute group behavior, at least temporarily, until 
they have been assimilated into the group. 

Finally, it is worthwhile to note that the behavioral 

phenomena from which custom derives are collectively called "learning 
theory," and that this theory is often used to analyze various kinds 
of "training." This implies that the process through which custom is 
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generated at the work place is closely related to the development of 
job skills. On-the-job training , for example, depends heavily upon 
individual habits formed by a set of reinforcements generated by the 
productive process, on the one hand, and through the imitation by 
inexperienced workmen of neighboring employees on the other. The 
latter effect is essentially what is meant by the terms "osmosis" and 
"exposure" by which the training process is so frequently described. 
Some skills and habits required for successful job performance are, in 
fact, group customs, and the development of these skills is facilitated 
by the social cohesion and group pressure which enforces customary law. 

This suggests that internal markets may be especially effective 
for training precisely because they become social institutions. But 
it also suggests that social variables may be particularly important 
in the economic performance of individuals within such markets. This, 
it will be seen in later chapters, has important implications for 
remedying discrimination in employment and for developing policies to 
facilitate the employment of disadvantaged workers. Furthermore, 
learning theory and the role of groups in the formation of both in- 
dividual preferences and customary law are critical to the process of 
internal wage determination. 
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II. The Process of Internalization 

While skill specificity, on-the-job training, and custom appear 
to be critical factors in the generation of internal labor markets, they 
do not operate alone. Rather, they work in combination with those 
forces recognized in neoclassical economic theory. An understanding of 
the origins of internal labor markets can be approached through the 
canons of conventional theory. The procedure adopted in this Section 
is to postulate an unstructured, competitive labor market in which there 
is no commitment to a continuing employment relationship, but in which 
skill specificity, on-the-job training, and custom can develop. The 
analysis is then directed at identifying and examining the circumstances 
under which the competitive market will be led to internalize 

the market functions of pricing and allocation. 

To simplify this exercise, it is assumed that internal labor 
markets are initiated solely at the discretion of management and that 
managers seek to minimize their labor costs. It follows from the latter 
assumption that jobs will be awarded to workers on the basis of their 
costs and qualifications-- the employer offering the job to the lowest 
bidder unless the higher price of a competing worker is compensated 
for by higher productivity. Likewise, workers will seek to sell their 
services to the highest bidder. This competitive market procedure will 
be replaced by internal labor market arrangements only if costs are 
thereby reduced. Three kinds of costs considerations appear to mili- 
tate in favor of internal markets; (1) the value of such markets to the 
labor force, (2) the cost of labor turnover to the employer and the role 
of such markets in the reduction of turnover, (3) the technical effi- 
ciencies of an internal labor market in the recruitment, screening and 
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training of labor. 



1 . Value to the Labor Force 



The comments of workers and union officials suggest that the 



members of the labor force place a positive value upon internal markets. 
To the extent that they do so, they should be willing to sacrifice 
earnings to acquire and retain employment in such markets. The savings 
implied by these wage sacrifices should act in turn as an inducement to 
management to internationalizing pricing and allocation. The size of 
the savings, and the strength of the resulting inducement will depend 
upon the variables governing the value which workers place upon internal 
allocation , 

The benefits which workers receive drom internal labor markets 
appear to derive primarily from the enhanced job security and chances 
of advancement available within them. Wages sacrifices necessary to 
attain access to an internal labor market thus represent a trade-off 
between present and future income. As such, they should be responsive 
to such variables as the time horizon of the labor force and the rate 
of discount between present and future income, increasing as the former 
expands and the latter declines. The acceptable sacrifice should also 
be affected by the prevalence of other arrangements which ensure against 
economic insecurity, and internal markets may thus be viewed as a sub- 
stitute for public or private pension and unemployment insurance pro- 
grams. The size of the acceptable wage sacrifice will also depend upon 
broader variations of income and employment, being greater in periods 
of recession than in periods of prosperity and in industries with strong 
seasonal and cyclical fluctuations than in those with stable labor demand. 
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A secondary factor augmenting the value of internal markets to 
the work force is their association with equity and due process. The 
rules which govern internally are thought to effectuate standards of 
equity that a competitive market cannot or does not respect. The 
standards at stake include not only the criteria upon which pricing 
and allocative decisions are made, but also administrative procedures 
such as union grievance procedures and managerial M open door” policies 
through which these criteria are applied and reviewed. The value of 
equity does not appear to vary with any obvious set of economic vari- 
ables such as those governing the value of security and advancement. 

It is, however, connected to the phenomena of customary law, to the 
political dynamics of trade unions, and to problems of managerial 
control. 

In principle, internalization of market functions can also 
yield an indirect benefit to the labor force: the opportunity to 

share in the savings in recruitment, screening, and training costs 
generated by internal markets. These benefits, however, do not re- 
ceive much attention in the comments of workers in manufacturing. 

In construction, on the other hand, where the casual nature of employ- 
ment requires frequent job changes, workers are much more conscious of 
these benefits. 

2 . Turnover and Turnover Reduction 

An effect of internal markets upon labor turnover follows from 
the fact that such markets are valued by the labor force. Because they 
are so valued, turnover requires some sacrifice of the part of the 
work force, and this sacrifice should act as a deterrent to movement. 
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Further turnover effects result when, as is common for blue collar 
manufacturing workers, the amount of security and advancement which 
the market affords is made a function of length of service. The 
employer can then assign to his most senior workers those jobs for 
which the cost of turnover is greatest. 

The impact of a given change in turnover patterns upon the in- 
centive to institute an internal market depends upon the relationship 
between turnover and cost. In traditional economic theory, turnover 
has no cost. Labor is treated as a variable factor of production, 
and employers are assumed to hire their work force by the hour or by 
the day at an hourly or daily rate. Turnover begins to carry a cost 
only when labor becomes, to borrow 01* s term, a quasi-fixed factor 
of production.^" Labor, then, takes on some of the properties tra- 
ditionally attributed to capital, and management incurs costs if a 
worker leaves and must be replaced irrespective of the time worked. 
Such costs are of two kinds: the cost of replacement and the cost 

of termination . 

There are three major components of replacement cost: (1) re- 

cruitment . the cost of attracting job candidates; (2) screening , the 
cost of assessing the qualifications and attributes of candidates; 
and (3) training , the cost of raising the performance level of a newly 
hired or promoted worker to that of his predecessor. As was seen in 
the preceding section, the primary reason for the employer encounter- 
ing these costs is skill specificity . As skill specificity increases, 
it becomes less likely thac workers possessing the required skills*^ 



Valter Oi, 



Op . cit. 
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will be available from the external market. Consequently, for any 
given level of skill, specificity results in an increase in the 
absolute level and proportion of training, screening, and replace- 
ment costs incurred by the employer. 

The second aspect of turnover costs, the costs of termination, 
can also fall on both workers and employers. As indicated earlier, 
workers experience costs of job search and job replacement and there- 
fore seek to limit the employer’s freedom to initiate terminations. 

By placing constraints upon the conditions under which discharges or 
layoffs can occur, hiring decisions cannot be easily reversed, and a 
premium is placed upon careful (and expensive) screening of job appli- 
cants. Managers claim that union restrictions upon discharge and 
formal grievance procedures are a major deterrent to employer in- 
itiated termination. 

The termination costs experienced by employers are largely the 
product of employee insurance and benefit programs. Some of these — 
severance pay and unemployment insurance, for example--are deliber- 
ately designed to impose termination costs. Other costs appear to 
be an incidental result of the method by which the benefits are 
financed. The ceiling on the social security tax base, for example, 
makes it expensive to terminate an employee whose cumulated earnings 
exceed the ceiling if he is replaced by someone whose earnings have 
not . 

Certain insurance programs — both public and private-- increase 
replacement, as well as termination, costs by shifting the cost of 
some economic contingencies from the employee to the employer. The 
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employer then has an incentive to avoid high risk workers and screens 
job candidates even more carefully. It can also result in more ex- 
tensive recruitment efforts to find acceptable candidates and, 
occasionally, in the development of specialized training programs, 
such as health and safety education, which attempt to reduce insur- 
able risks. 

3 . Technical Efficiencies in Recruitment, Screening and Training 

In addition to the effects of recruitment, screening and train- 
ing upon turnover costs, the efficiency with which these functions are 
performed internally also encourages the development of internal 
markets. The efficiency of internal recruitment and screening derives 
from the fact that existing employees constitute a readily accessible 
and knowledgeable source of supply whose skill and behavioral charac- 
teristics are well known to management. Information about internal 
candidates is generated as a by-product of their work history in the 
enterprise. Supervision has an opportunity to obs<*&v«. subtleties 
of the candidate* s personality and the ease ^ith uich he adapts to 
new skills. Management also has a record of his attendance, punctu- 
ality, and willingness to operate within established work norms. 

In contrast, potentially interested outsiders must first be 
located and screened. Detailed information on work performance can 
be gathered for external candidates through extensive testing and 
reference checks. The problem of identifying the variables which 
will completely predict a new hire*s work performance, however, is 
generally viewed as either insoluble or soluble only at a prohibitive 
cost. Outsiders must also be provided with information about the work 
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place and must learn to assess this information. The internal work 
force will already have accomplished much of this process by draw- 
ing upon its own experience and that of a network of friends among 
the incumbent employees. 

The advantages of internal screening and recruitment may be 
outweighed by factors operating in the other direction. The internal 
labor force may be less qualified than externally available workers 
and the cost of training may more than absorb the savings generated by 
internal recruitment and screening. Internal promotion may simply 
transfer the vacancy to another job where the cost of external re- 
cruitment and screening is equal or greater than for the original 
vacancy. The extent to which these factors are controlling varies 
among industries and occupations, but the prevalence of both is re- 
duced by the nature and efficiency of on-the-job training. 

As was seen in the preceding section, training on the job is 
heavily dependent upon the natural curiosity of people about what is 
going /around them, the desire to show off to others what they are 
doing, and the reinforcement value of imitation.*’ Thus, in any work 
place, learning and teaching occur automatically, and often at little 
cost. ^ Consequently, the internal labor force tends to be more 



l*As indicated earlier, the desire to demonstrate or "show off" 
skills to others is operative only when such transmission of skills 
does not pose an economic threat to the "teacher." When training will 
jeopardize an incentive rate or increase competition for promotion, 
the incumbent employee may be exceedingly reluctant to disclose his 
skills. See below p. 

^ However, under certain circumstances the costs of on-the-job 
training can rise for the very reason that it is automatic and there- 
fore not organized systematically. This problem is most likely to 
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qualified in the performance of plant jobs, even those which |t does 
not hold, than do outsiders. This is true even when the production 
process is relatively standard and the required skills fairly general 
in the economy. When jobs are enterprise specific, the advantages of 
internal training are even greater. 

Both the automatic character of the learning process and its 
efficiency can be increased by designing jobs, and sequences of job 
assignments, so that the skills absorbed in one job can contribute to 
the training required to perform the next job in the progression. In 
manufacturing, these progressions become promotion units commencing 
with unskilled jobs at the bottom and the more highly skilled and 
highly paid jobs at the top. Such promotion sequences give rise not 
only to technical efficiencies in internal training, but also reduce 
the recruiting and screening costs required to fill some jobs rela- 
tive to others. Finally, the promise of internal promotion which the 
market affords increases the incentive to learn, thereby reducing 
training costs. 

4 . Constraints Upon Efficiency 

These three factors-- the value of the labor force, turnover costs, 
and technical efficiencies in recruitment, screening, and training--are 
responsible for the initial generation of internal labor markets. They 
are also important in shaping the rules which govern the internal allo- 
cation structure and the internal wage structure. For the most part, 

arise under "payment by results" systems where the incumbent employee 
is not adequately compensated for earnings which he must forego while 
providing instruction. Under these circumstances, on-the-job training 
will be haphazard and may encourage turnover among trainees who suffer 
earnings losses as a result of inadequate on-the-job instruction. See, 
for example, the case of the "learner- spinner" in Paul Pigors and 
Charles A. Myers, Personnel Administration, (New York; McGraw-Hill, 1961) , 




4th ed. , pp. 573-577. 
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specificity of jobs within competing establishments and, hence, the 
incentive for those establishments to resort to internal job alloca- 
t ion • 



Third, it appears likely, on balance, that the value of internal 
markets to the labor force, the cost of turnover to the employer, and 
the effectiveness of such markets in reducing turnover have all in- 
creased in the course of American economic development. Of these 
effects, the increase in the value of such markets to the labor force 
is the most debatable. That value is influenced in part by the preval- 
ence of alternative arrangements of insuring future income. These 
clearly have expanded with the introduction of unemployment insurance 
and social security in the 1930's and the development of collectively 

i 

bargained insurance protection in the war and post-war periods. While 
the (expansion of such programs may have operated to promote internal 
markets in other ways, it has probably worked to reduce their economic 
value to the labor force. 

Working in the opposite direction has been the effect of economic 
fluctuations. It is here that the irreversibility of internalization 
comes most prominently into play. The great depression of the 1930's 
and the automation scare of the late 1950's have encouraged the insti- 
tution of private arrangements for protecting the employment security 
of the internal labor force. These protections have not been reversed 
by the ensuing periods of prosperity or by the generally enhanced 
stability of the economy in the post-war period taken as a whole. 
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Finally, the cost of reduced turnover to the employer has prob- 
ably increased in the course of economic development. One factor 
clearly working toward this end has been the growth of insurance pro- 
grams and other forms of non -wage compensation, which indirectly raise 
turnover costs. A second factor which can be argued to be working in 
the same direction is the trend in manufacturing technology, in some 
sectors, to replace the all-around craftsmen with various forms of 
unskilled and semi-skilled workers who work with the aid of special- 
ized machinery. While these developments have reduced the overall 
skill requirements of jobs, they may also have increased the specific 
skill component, and to this extent they will have raised fixed employ 
ment costs and the penalties upon turnover they impose. 
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V. Summary 



It has been argued in this Chapter that internal labor markets are a 
logical development in a competitive market in which three factors (usually 
neglected in conventional economic theory) may be present: (1) enterprise- 

specific skills, (2) on-the-job training, and (3) custom. Enterprise-specific 
skills are those which can only be utilized in a single enterprise in contrast 
to general skills which can be transferred among many enterprises. The effect 
of skill specificity is twofold: it encourages employers, rather than workers, 

to invest in training; once the investment has occurred, it encourages 
employers to stabilize employment and reduce turnover so that they can capture 
the benefits of the training. 



On-the-job training is characterized by its informality. In many ways 
it appears to occur almost automatically by "osmosis" as the worker observes 
others or repeatedly performs his job. Because on-the-job training is 
informal, is a joint output of the production process, and is limited to the 
skills required by work actually being performed, it appears to be an 
economical training process. Skill specificity tends to promote on-the-job 
training by reducing the number of persons learning a particular skill, thereby 
deterring more formal training programs with their concomitant fixed costs. 
Moreover, because skill specificity is often the result elements of work which 
are difficult to codify in a formal training curriculum, on-the-job training may 
be the only way to transmit skills from one worker to another. The informality 
and adaptability of on-the-job training, in turn, permits skill specificity to 
increase inasmuch as the need to codify or standardize the training process 



ERJC is not a constraint upon the evolution of job content. 
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Custom or customary law is the natural outgrowth of the psycho- 
logical behavior of stable groups. Where stability of employment is 
encouraged, a work group will begin to develop customs based upon 
precedent and repeated practice. As work rules become customary through 
repetition at the workplace, they come to acquire an ethical, or quasi- 
ethical, status within the work group (and violations of these customs 
tend to be punished by the group) . Even where work rules may have 
initially reflected economic forces, custom imparts a rigidity to the rules 
and makes it difficult to change them in response to dynamic economic 
forces. Custom seems to form most strongly around wage relationships 
and internal allocation procedures. This accounts for much of the long- 
term stability in the wage and allocative structures of internal labor 
markets and is an important influence in the maintenance of internal 
labor markets over time. 

When one internal labor market emerges in a previously competitive 
labor market, some workers and some jobs are withdrawn from market 
competition thereby encouraging other workers and managers to institute 
internal labor markets within their enterprises. Managers will do so 
in order to retain their "competitive" position in both product and labor 
markets. Incumbent workers will do so in order to protect or enhance 
their employment security and promotion opportunity. Once these markets 
are prevalent, workers and managers will seek to stabilize the work 
relationship and to reinforce further the internal labor market. Much of 
the interest of trade unions in seniority, internal promotion, job 
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control, and equitable treatment at the workplace can thus be interpreted 
in the light of these effects. Similarly, managements' interest in 
stabilizing its work force and in maintaining flexible assignment 
procedures reflects its desire to retain an efficient work force while 
protecting its prerogatives from the encroachment of customs which 
will interfere with the profit of the enterprise. 

Stability of employment is the most salient feature of the internal 
labor market. With stability comes rigidity and irreversibility in the 
administrative rules governing such markets. Not only are they irreversible 
but, as argued above, they tend to spread and to grow stronger over time 
among all enterprises. Internal labor markets are favored by employers because 
they reduce the costs of turnover among workers who have been provided with 
enterprise- specific skills. Because skills are not transferable among 
enterprises, because employers seek to induce stability through economic 
incentives, and because mobility is frustrated by actions taken in other 
internal labor markets, workers become increasingly protective of such markets, 
and the privileges which they confer. Finally, the gradual removal of the 
industrial work force from its agricultural antecedents, the decline in economic 
fluctuations, the increased specialization of ma chinery, and the rise in non- 
wage compensation and social welfare payments have all worked to gradually 
increase the stability, and the incentives for stability, within the internal 
labor market. 
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THE ALLOCATIVE STRUCTURE OF INTERNAL LABOR MARKETS 

I. Introduct ion 

The allocation of labor is one of the major functions of the 
internal labor market. As indicated earlier, there are two basic 
types of internal labor markets, enterprise and craft , both of which 
are governed by similar principles. The analysis in this chapter, 
as in other parts of the book, centers upon enterprise markets, al- 
though some reference will be made to craft markets as well. 

While no national surveys are available, estimates of the 
proportion of the labor force within these two types of internal 
labor markets are available from data on employment by size and type 
of enterprise, and by craft union membership. Table 1 suggests 
that about 80% of the employed labor force works in internal labor 
markets, the remainder works in agricultural and service occupa- 
tions. ^ 



General practioners, street "hustlers," free lance writers, 
some non-union craftsmen, and the like, operate primarily as unor- 
ganized independent entrepreneurs. The best illustration of an 
unstructured occupational labor market is that of harvest labor. 
Harvesting work is primarily unskilled and casual. Because of the 
transient nature of harvest work and the piece rate method of wage 
payment which standardized labor costs per unit of output, employers 
make few attempts to identify differences in worker productivities. 
Moreover, the labor force follows the geographic and climatic pat- 
tern of crop maturation os that work is always temporary and the 
formation of "social" attachments between employers and workers is 
precluded. Lloyd Fischer has described this labor market as "par- 
ticularly well suited to accommodate and usefully employ labor of 
almost any description. The market is without any structure of job 
rights or preference." Lloyd Fisher, The Harvest Labor Market in 

California (Cambridge: Harvard University Press, 1953), p. 7. 
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Table 1 

Employment Distribution by Type of Internal Labor Market^ 1965 



% of Non- 
Institutional 



Type of Labor Market Employment 



Structured 81.4% 

Enterprise type 4 54.4 

Military Services 3.2 

Workers in Public Enterprises 11.8 

Workers in Institutions (Includes 
Hospitals, Universities, Museums, 

etc.) 2.9 

Union Workers in Large Enterprises 11.8 

Non-union Workers under Industrial 

Agreements 1.3 

Workers Outside the Bargaining Unit 

in Large Enterprises 7.0 

Workers in Large Non-union Enterprises 7„0 

Workers in Small Enterprises 27.0 

Craft Type 

Workers in Craft Unions 9.4 

Unstructured 18.4 

Proprietors and Self-employed Family 

Workers 12.0 

Farm Laborers 1,5 

Domestic Workers 2.4 

Self-employed Professionals in Offices and 

Laboratories 1.6 

Workers Performing Odd Jobs, Service and 

Repair Work .9 



100.0 



Derived from Orme W. Phelps; Introduction to Labor 
Economics ; McGraw-Hill Book Co., New York, 1967. 





Source: 
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II. Types of Allocative. Structures 

The allocative structures of both enterprise and craft internal 
labor markets may be analyzed according to three characteristics: 

(1) the degree of openness to the external labor market as measured 
by (A) the proportion of ports of entry or exit,** (the job classifi- 
cations connecting the internal and external labor markets), and (B) 
the restrictiveness of the criteria for entry; (2) the scope --size, 
geographical, and occupational--of the internal labor market; and 
(3) the rules which determine the priorities for distributing workers 

p 

among the jobs within the internal market. 



1 . The Degrees of Openness 
A. Ports of Entry 

Two polar types of internal labor markets can be postulated: 
closed and open . All jobs within closed internal markets are filled 
internally through transfer or upgrading from a single entry job 
classification. Such closed structures are to be found in production 
and maintenance units in industries such as steel, petroleum and 
chemicals, as shown in Figure 1. Workers in these plants are hired 



^See. Kerr , op. cit. 

2 

Mobility within enterprise labor markets is of three types; 
(1) upgrading or downgrading, corresponding to secular trends in 
employment; (2) vertical and lateral movements as a result of 
seasonal or cyclical fluctuations in output; and (3) temporary re- 
assignments to fill vacancies created by unplanned variations in 
production and in the attendance of the internal labor force. 

There are also three types of mobility in occupational internal 
labor markets; (1) from low skill to higher skill; (2) among 
employers in the same geographical area; and (3) from regional 
mobility cluster to another. 
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almost exclusively into low-skilled job classifications, and most 
blue-collar skills, including maintenance and repair, are developed 
internally. ^ 

At the opposite extreme is the open market in which vacancies 
in all job classifications are filled directly from the external 
labor market. Craft markets generally follow this model. The number 
of job classifications is extremely limited and each constitutes a 
port of entry. This extreme case is also characteristic of certain 
enterprise markets. In the garment and the shoe industries, for 
example, a high proportion of all production job classifications 
are entry ports, as shown in Figure 2, and internal mobility is in- 
frequent. In the men’s tailored clothing industry, promotion sequences 
are rarely found and usually occur only in response to serious employ- 
ment dislocations or critical skill scarcities. 

Because such open markets are exposed to the external labor 
market at a large number of points, hiring often appears to respond 
to external market conditions in the manner hypothesized in economic 
theory. This appearance, however, is deceptive. The allocation of 
work assignments, the determination of wages, and the procedures fol- 
lowed in periods when work is scarce are all governed by administra- 
tive rules that are not wholly responsive to market forces and that 
distinguish sharply between the internal and the external labor force. 



For a study of an internal labor market which develops all of its 
operating and maintenance skills through internal training and upgrading, 
see Weinberg, Edgar and Heiman J. Rothberg, A Case Study of a 
Modernized Petroleum Refinery (Report No. 120) U.S. Department of 
Labor, Bureau of Labor Statistics, Studies of Automatic Technology, No. 4, 
(Washington: Government Printing Office, 19 5 7). 
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Most enterprise internal labor markets lie between being com- 
pletely open and the completely closed. In manufacturing for example, 
hiring classifications for production work are typically low- skilled: 
laborer, sweeper, machine cleaner, packer, assembler, shipping clerk, 
and the like. Most semi-skilled and high-skilled production jobs 
are filled Internally. Job classifications such as maintenance elec- 
tricians, painters, pipefitters, readers, and machinists which exist 
in many enterprises, and in which a general skill is a major compon- 
ent of job content, may be filled either from external sources or by 
upgrading less skilled members of the internal labor force. Such a 
market is depicted in Figure 3. 

Internal markets for clerical workers are generally more open 
than those for blue-collar labor. Each skill or occupational grade 
may be an entry port so that mail clerks, clerk typists, stenographers, 
and various grades of secretaries can all be hired from the external 
labor market under certain circumstances. The permissible circum- 
stances are sometimes limited, however, and a mixed system using both 
hiring and internal promotion as sources of labor are not uncommon. 

For managerial and technical work, internal training and promo- 
tion are policies followed whenever possible although, as for 
clerical., workers, mixed systems may also arise. 1 Experienced executives, 
scientists, and engineers, for example, may be hired from the external 
market, especially when suitable qualified employees are not available 
for upgrading. Professional personnel, such as lawyers, physicians 

^See Marris , op. cit. f and Penrose, o£. cit . 
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and nurses are usually hired into jobs at a skill and pay grade com- 
mensurate with their education and experience, with little or no 
prospect of internal mobility.^ 

Some enterprises utilize formal training programs as entry ports 
when they wish to prepare workers for particular jobs or progression 
patterns that require high levels of skill and background qualifica- 
tions. This approach may be more efficient than training through other 
patterns of hiring and upgrading. It may also enable the enterprise 
to utilize more selective hiring standards for trainees than are ordin- 
arily required of new hires. Management training programs for spe- 
cially selected college graduates, apprenticeship programs designed to 
provide persons destined for supervisory jobs with shop experience, 
and vestibule training programs for equipment maintenance are examples 
of such entry ports . 

B. Criteria for Entry 

A second determinant of the degree of openness of internal labor 
markets is . the selection criteria governing entry. These criteria, 
expressed most often in terms of educational attainment, aptitude test 
scores, personal interviews, work experience, physical fitness, and so 
forth, are used to define gradations of "quality" among workers in the 

o 

external labor market. 



See also Theodore Alfred, "Checkers or Choice in Manpower 
Management', 1 Harvard Business Review. Vol. 45, No. 1 (Jan. -Feb. 
1967), pp. 157-169. 
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In the past, union membership, race, sex and age have also been 
used as screening criteria, but these are now subject to various legal 
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Entry into enterprise internal labor markets is customarily 
controlled by hiring standards determined by management. These 
standards ostensibly reflect the skill or worker trait requirements 
of entry jobs, and of related jobs which are filled internally. How 
ever, they are usually free to vary with the tightness of the labor 
market. In this sense, the openness of enterprise markets may 
be said to vary with labor market conditions. 

Applicants for apprenticeship programs in craft Internal mar- 
kets must usually meet similar kinds of entry qualifications. The 
journeymans category in such markets can be reached through a 
"mixed system," either through "promotion" from an apprenticeship 
program or by "picking up" the requisite skills. In the latter case 
skill proficiency must be demonstrated by passing a journeymans 
qualification test or by working regularly in the trade. Temporary 
clerical help services, another example of a craft market, usually 
test applicants frr minimum typing, shorthand, or office machine 
skills before accepting them into their referral systems. Placement 
systems for professional occupations, such as nursing, typically 
have specific education or training criteria for their services, 



constraints. Federal legislation requires that entry into internal 
labor markets not be limited or discriminatory with respect to such 
factors as union membership, sex, race, and national origin. (See 
Secs. 7, 9(a) (3) and 8(b) (2) of the Labor Management Relations 
Act, 1947, and Secs. 703(a)(1), 703(c), and 703(d) of the Civil 
Rights Act of 1964). These statutes, however, do not preclude the 
establishment of certain non- discriminatory criteria for entry. 

{See Sec. 8(f) of the Labor Management Relations Act, 1947, and 
Sec. 703(e) of the Civil Rights Act of 1964). 




